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FOREWORD 





Many people find it difficult to understand taxes. They 
feel that the tax system is complex and that only account- 
ants and tax specialists can understand it. They complain 
that no one ever seems to consult them before taxes are 
changed. They realize that taxes are necessary if essen- 
tial services are to be provided, but they sometimes 
wonder if things couldn’t be done a little differently. 


Over the past few years, taxes in the Northwest Terri- 
tories have changed very little. However, with growing 
demands for government services and reform of federal 
taxes, we must seriously think about adjusting our taxes. 


Tax increases may be necessary if we are to continue 
to improve and maintain services to residents of the 
Northwest Territories. But there are limits to the amount 
of taxes that people can pay. Tax increases also have 
economic and social effects which should be carefully 
considered. 


Over the past several years, we have experienced 
increased financial dependence on the federal govern- 
ment. Future increases in the federal grant may be 
insufficient to fund all our growing expenditure needs. 


Therefore, I have issued a more detailed public consulta- 
tion paper entitled Northwest Territories Tax Options, 
which looks at a wide range of tax options. I hope it 
will promote discussion and recommendations on the 
direction for change. 
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This pamphlet is a summary of the consultation paper. 
It provides an overview of taxation issues and of some 
of the options available. I invite you to send me your 
comments. 
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Hon. Michael A. Ballantyne 
Minister of Finance 
August 1988 


OBJECTIVES OF THE TAX SYSTEM 


Taxes Should Raise Sufficient Revenues 

The first and foremost objective of the tax system is to 
raise revenues so that the government is able to provide 
necessary public services. 


Taxes should raise revenues in a way that is as fair, 
efficient, competitive and simple as possible. 


Taxes Should Be Fair 

Taxes should be levied according to a taxpayer’s ability 
to pay. Persons with comparable ability to pay and in 
similar situations should pay comparable taxes. Persons 
with a greater ability to pay should pay more. As well, 
the level of taxes paid by individuals should be related 
to the benefits they receive. 


Taxes Should Not Reduce Economic Efficiency 

The effect of taxes on the choices of consumers and 
businesses should be as neutral as possible. Tax measures 
such as tax incentives given to corporations may promote 
social and economic goals but may also decrease overall 
economic efficiency. 


NWT Taxes Should Be Competitive 

Northwest Territories taxes must be competitive with 
those in other jurisdictions. If the tax burden is too high, 
fewer people will want to live in the Northwest Terri- 
tories, and corporations may transfer jobs and income 
to other jurisdictions. 


Taxes Should Be Simple 
The tax system should be relatively easy to understand 
and to comply with. 


REVENUES OF THE GOVERNMENT 


OF THE NORTHWEST TERRITORIES 





The Government of the Northwest Territories receives 
more than two-thirds of its revenues in the form of a 
grant from the federal government. 
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The amount of the annual grant is determined by a 
formula. Under the current agreement with the federal 
government, the Northwest Territories can increase its 
revenues by increasing tax rates. 


Tax rate increases are not offset by reductions in the 
federal grant, and are the main way the Government of 
the Northwest Territories can increase own source 
revenues without reducing the federal grant. 


The Northwest Territories has taxation powers similar 
to those of any province. It levies a broad range of taxes, 
including those on personal and corporate income, fuel, 
tobacco, and alcohol. These taxes accounted for 12% 
of total government revenue in 1987-88. Other own 
source revenues accounted for the remaining 5.8 per 
cent. The largest tax revenue received by the Govern- 
ment of the Northwest Territories is from personal and 
corporate income tax. 


The only major tax not currently levied in the Northwest 
Territories is a general retail sales tax. 


Because the Northwest Territories does not own natural 
resources, as do the provinces, the federal government 
receives all royalties on mining and oil and gas 
production. 
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EXPENDITURES OF THE GOVERNMENT 


OF THE NORTHWEST TERRITORIES 





The Government of the Northwest Territories is respons- 
ible for providing most of the same services as a 
province. The unique nature of the Northwest Territories 
economy requires much higher government spending per 
person than in southern Canada. In addition, the rate 
of growth of government expenditures has been higher 
than in other jurisdictions. 


High population growth rates, and a young population, 
distributed sparsely over a vast area, place a strain on 
government expenditures, as do the high costs of 
transportation and utility services. 


Almost half (47.9 per cent) of expenditures in 1988-89 
will be allocated specifically to programs such as educa- 
tion, health, social services and housing which are 
directly affected by population growth. This expenditure 
is supplemented by significant indirect expenditures in 
these areas for infrastructure operation and main- 
tenance. 


The population of the Northwest Territories was 52,000 
in 1986. These people live in small communities spread 
across an area of 3.3 million square kilometres. Most 
of the communities have populations of less than five 
hundred. This extremely low population density means 
there is a much higher demand for basic infrastructure, 
in the form of schools, hospitals and municipal services. 


The Northwest Territories also suffers from a lack of 
basic infrastructure which must be addressed. 


| TAX OPTIONS 


The detailed consultation paper, Northwest Territories 
Tax Options, does not propose specific tax changes. 
Rather, the government wishes to receive comments and 
suggestions on the alternatives presented. 


The options available relate to three broad categories 
of taxes: income taxes, consumption taxes and other 
taxes. 


The following table outlines the potential revenue yield 
from changes to some of the major taxes. 


ADDITIONAL REVENUE YIELD 
GENERATED BY SELECTED TAX CHANGES 


Additional 

Current Increase Annual 

NWT Rate To Revenue 

Income Tax 

Personal 43% of federal tax 44% $950,000 
Corporate 10% of income 11% $1,250,000 
Sales Tax 0% of price 1% $4,000,000 
Gasoline Tax 17% of price 18% $600,000 
Cigarette Tax $7.60 per carton $8.60 $600,000 


INCOME TAXES 


Personal and corporate income taxes are the largest 
source of revenue for both the federal and provincial 
governments, and are the largest part of own source 
revenues for the Government of the Northwest 
Territories. 


Personal Income Tax 

Nine provinces and both territories impose personal 
income taxes as a percentage of federal tax. The federal 
government collects these taxes and remits them to the 
provinces and territories. It does so on the basis of 
agreements which require the provinces and territories 
to base their tax on the federal tax, and to use the same 
formula when allocating taxes among provinces and 
territories. 





These agreements maintain the uniformity of the 
Canadian tax system and promote economic and admin- 
istrative efficiency. 


Over the past few years the federal government has 
allowed some provinces to introduce tax measures apply- 
ing only to their jurisdictions, such as flat taxes and tax 
credits. 


Although, as a percentage of federal tax, the Northwest 
Territories has the lowest personal income tax rate in 
Canada, Northwest Territories residents pay a higher 
proportion of their incomes in income tax than southern 
Canadians. Under the current progressive tax system, 
the higher one’s income, the higher the percentage of 
tax paid. High northern incomes, which reflect the high 
cost of living, are therefore taxed at a higher rate. 


The first stage of federal tax reform has made federal 
tax rates less progressive, although this has been at least 
partly offset by eliminating or restricting some deduc- 
tions and exemptions, and by changing others to credits. 
Most Northwest Territories residents will benefit from 
the first stage of tax reform through lower federal and 
territorial income taxes. 


Corporate Income Tax 

Corporate income tax is the second largest source of tax 
revenue of the Government of the Northwest Territories. 
It accounts for roughly 12 per cent of total own source 
revenues. However, actual revenues vary widely from 
year to year because most corporate income in the 
Northwest Territories is paid by a small number of 
companies in the mining and oil sectors and is therefore 
tied to the fortunes of these industries. 


Corporate income tax is collected for the Northwest 
Territories, Yukon and seven provinces by the federal 
government. 


The Northwest Territories corporate income tax rate 
must not exceed provincial rates by too wide a margin 
to encourage businesses to locate in the north and to 
minimize the incentives to transfer income to other 
jurisdictions for tax purposes. 


The Northwest Territories corporate tax rate for large 
corporations is the second lowest in Canada. The North- 
west Territories does not offer a lower tax rate to small 
corporations, but only five jurisdictions currently have 
small business income tax rates lower than the Northwest 
Territories rate. 


A lower small business rate would benefit small 
businesses, but this benefit must be weighed against the 
effects on the economy of lower government expend- 
itures or of increases to other taxes to replace the lost 
revenues. Neither the economic benefits nor the 
economic costs of small business tax rate reduction can 
be reliably measured, and there is no guarantee that 
businesses would re-invest tax savings in the Northwest 
Territories. 


CONSUMPTION TAXES 


A second form of taxation is based on consumption, 
rather than on income. Examples are general retail sales 
taxes and taxes on specific commodities such as fuel, 
tobacco and alcohol. 


Retail Sales Tax 

All jurisdictions except the Northwest Territories, 
Alberta and Yukon levy retail sales taxes. The tax is 
charged to purchasers at the time of sale. It is based on 
the purchase price and is collected and remitted to the 
government by the retailer. 


The Northwest Territories does not levy a retail sales 
tax at present. A sales tax could raise about $4 million 
a year for each 1 per cent of tax. However, northern 
residents already live in a high cost environment and a 
sales tax would serve to further increase the cost of 
living. 

The federal government has proposed to change the 
current federal sales tax. The new tax would apply to 
all goods and services except most food and drugs. The 
federal government has suggested that this tax be part 
of a national sales tax that would also incorporate all 
provincial sales taxes. All transactions (with some 
exemptions) would be taxed at a federal rate and a 
provincial rate. 


If implemented, the national sales tax will cost northern 
residents more than other Canadians. The higher 
northern cost of living means that on many items, 
northern residents would pay close to 50 per cent more 
tax than the average Canadian. This could be offset by 
eliminating some current federal taxes on transporta- 
tion and by reducing income tax rates, but the extent 
of any offset is not yet known. 


If a national sales tax were implemented, the Northwest 

Territories could, but would not have to, participate. 
Northwest Territories residents, however, would still 
have to pay the federal portion of the tax. 


Sales taxes are often criticized on the basis that they are 
regressive. That is, lower income individuals and families 
may pay a greater proportion of their income in sales 
taxes than those with higher incomes. Some steps, 
however, can be taken to reduce this effect. One of the 
most efficient methods is a refundable sales tax credit 
for low income individuals. 


Tobacco Tax 

The Northwest Territories imposes a tax on both 
cigarettes and cigars, as do the federal government and 
all the provinces and Yukon. The Northwest Territories 
tax on cigarettes is one of the lowest in Canada. The 
Northwest Territories is the only jurisdiction which does 
not tax other forms of tobacco, such as loose tobacco, 
pipe tobacco, snuff, or chewing tobacco. 


Tobacco is taxed at a higher rate than other goods 
because of the health risks associated with its use. Higher 
taxes reduce consumption to some extent. The effects 
of a price increase may be greater among younger 
individuals who may have less disposable income and 
who may not yet be addicted. 


Liquor Taxes 

The Government of the Northwest Territories controls 
the sale of alcoholic beverages. Liquor Commission 
profits can be considered to be the equivalent of taxes 
on liquor. Markups of between 100% and 200% are 
applied to the landed cost in Hay River of alcoholic 
beverages. 


Increasing liquor prices would both increase government 
revenues and decrease consumption. However, higher 
prices may encourage the use of dangerous or illegal 
substitutes. 


Fuel Taxes 

All Canadian provinces and territories levy fuel taxes. 
These are primarily levied on gasoline and diesel fuel 
for motor vehicles which use the road system. In the 
Northwest Territories gasoline sold in communities 
without access to the highway system is taxed at a lower 
rate, partly in recognition of the role of gasoline taxes 
in financing the highway system. 


OTHER TAXES 


Other kinds of taxation used to raise revenue in Canada 
include taxes on the assets of individuals and corpora- 
tions, such as property and capital taxes, and- other 
minor taxes, fees, and licenses. 


Property taxes are levied by provincial and territorial 
governments, municipalities and school boards in 
Canada, and are based on the assessed values of 
properties. Under the new Northwest Territories 
Property Assessment and Taxation Act all property 
owners will pay a property tax for municipal purposes 
and a property tax for education purposes. 


The Government of the Northwest Territories derives 
much of its own source revenues from a wide variety 
of fees for various services. Fees are charged for vehicle 
registrations, drivers’, liquor and hunting licenses, and 
so on. 


CONCLUSION 


Tax increases may be necessary in the future in order 
to finance government services. However, adjusting the 
tax system in the Northwest Territories presents unique 
challenges because of the structure of our economy and 
population and the nature of our fiscal relations with 
Canada. 


The goal is an effective, fair and efficient system of tax- 
ation. The Government of the Northwest Territories will 
welcome comments. 


For more information, or for copies of the consultation 
paper Northwest Territories Tax Options 
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